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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1986 1987 1988 1989 
Projections 
Domestic Econom 
Population (millions) (est.) (a) 3.49 3 57 3.66 me 
Population growth (%) (est.) (a) 2.4% | 2.4% 2.4% 2.4 
GDP in current dollars 2544.9 2961.0(b) 3263.4 3855;,2 
Per capita GDP, current dollars 729 829 892 948 
GDP in local currency (1981=100) 

% change (a) 3.4% 2.9% 1.2% ao 
Consumer Price Index % change (a) 5.5% 3.0% 5.0% 6.0 
Govt. operations deficit 

as % of GDP (b) -3.1% -2.4% -1.5% -1.5 

Production and Employment 
Labor force (1,000s) (b) 1804 1846 1892 1939 


Unemployment (ava. % for year) (b) Not available - probably exceeds 20% 


Balance of Payments (b) 


Exports (f.0.b.) 1033 1219 1284 P52 
Imports (f.0.b.) 963 1104 1234 1540 
Trade balance 70 Tis 50 12 
Current account balance -173 -211 -339 -486 
Foreign debt (year end) 2086.7 2066 2097 Avas 
Debt-service paid 27 290 369 402 
Debt-service owed 297 290 369 402 
Debt service ratio as % of 
exports of goods & services 28.8% 21% 25% 24% 
Foreign exchange reserves (year end) 473 458 350 347 
Average exchange rate for year 
(Kina X = U.S. $1.00) - 9690 -9065 so7 JOT 
U.S. - Papua New Guinea Trade 
U.S. exports to PNG (f.a.s.) 54.265 n.a. n.a. n.a 
U.S. imports from PNG (c.i.f.) 47.816 n.a. n.a. N.a 
Trade balance 3.447 n.a. sas n.a 
U.S. share of PNG exports 3.3% 2.1%(b) 3% 3% 
U.S. share of PNG imports 9.5% 5.2% 10% 10% 
U.S. bilateral aid (USS thousands) 2454.4 STISSS 4967.1 5000 
Economic 2101.4 3725.3 aS577.. 1 4400 
Military 50 50 590 600 
Principal U.S. exports (1986): construction and mining equipment, trucks, 
steel and iron, general industrial machinery, tires 
Principal U.S. imports (1986): coffee, cocoa, seafoods, beer, sugar 


Sources: (a) GPNG estimate (b) Estimate 








SUMMARY 


Papua New Guinea (PNG) is a South Pacific country of 
approximately 3.6 million people occupying the eastern half of 
the main island of New Guinea and nearby associated islands. 
Only 38 percent of the population is literate and skill levels 
are low. 

About 80 percent of the population, most of whom exist outside 
the money economy, depend on subsistence agriculture for their 
livelihood. The gross domestic product for 1988 is estimated 
to be about $3.3 billion or about $892 per capita. Inflation 
is expected to remain under 6 percent through 1989. 


In the long term, Papua New Guinea’s economic outlook is 
bright. It has large, proven reserves of minerals and is 
developing road and power systems. The country also appears to 
have exploitable reserves of oil and gas. 


For the short term, stagnant real growth rates are likely to 
continue until new mineral projects begin production in 1990 or 
later. Much depends, of course, on future commodity prices -- 
especially for gold, copper, coffee, copra, palm oil, and 
timber. 


Minerals and oil exploration and exploitation continue to offer 
substantial sales and investment opportunities for American 
businesses. Power generation and communications equipment is 
also appropriate for the PNG market. The lower American dollar 
favors U.S. suppliers, and the recent reinstatement of direct 
shipping links will facilitate the export of grains, especially 
rice, and other foodstuffs. Almost all manufactured and 
processed products are imported. Other than mining and a 
limited amount of food processing, there are few domestic 
industries. 


Although cumbersome regulations on investments can become 
tiresome, Papua New Guinea welcomes investors and offers 
investment incentives. The country has a relatively stable, 
democratic government and a strong and freely convertible 
currency. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: About 40 percent of Papua New Guinea’s GDP is 
exported. Consequently, its economic performance relies 
heavily on commodity export earnings which are dependent upon 
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world economic conditions. Although copper prices are 
currently high, gold prices have fallen since 1987, and export 
volumes have declined as well. Export prices for the 
principal agricultural exports (coffee, copra, copra oil and 
palm oil) are generally low. 


If mining, which produces large incomes but limited employment, 
is removed from GDP calculations, annual economic growth has 
averaged only 1.5 percent during this decade. Agricultural 
sector growth may increase modestly in the midterm. Rapid 
growth is likely to occur in the mining sector, with several 
world-class mines slated to enter production in the next five 
years. The petroleum sector may also take off, depending on 
the viability of production from oil and gas fields in the 
Southern Highlands. 


Balance of Payments: After 4 years of positive overall 
balances, the estimated 1987 balance of payments showed a 
deficit of $18 million. The deficit is likely to widen in 
1989, but may return to surplus by 1990. The current account 
deficit has declined by more than half since the beginning of 
the decade but remains in deficit by $211 million, despite 
strong growth in minerals exports and continued Australian 
budgetary support of $200 million annually. This deficit is 
likely to double in the next 2 years and then shrink in the 
early 1990s, as the new mines come into production. 


Budget: Papua New Guinea’s budget for 1988 was $1.195 billion, 
the major portions of which were earmarked for (in millions): 
infrastructure, $174; economic development, $150; social 
services, $127; law and order, $112; administration, $103; debt 
service, $253; and provincial support, $255. Salaries for 
Papua New Guinea’s 49,000 government workers amount to about 40 
percent of government expenditure on goods and services. 


Inflation: Papua New Guinea is a net importer of virtually all 
manufactured products (40 percent from Australia and 18 percent 
from Japan) and has a freely exchangeable currency and open 
market. As a result, almost 50 percent of its consumer price 
index is derived from import prices. Inflation averaged 3.3 
percent in 1987 and increased to 5 percent in 1988. 


Industry and Agriculture: The only large-scale industry in 
Papua New Guinea 1S mining. The Panguna mine of Bougainville 
Copper Ltd. (BCL) located on Bougainville Island is one of the 
world’s largest copper mines. In 1988 it produced 169,956 
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metric tons (MT) of copper, 13.82 MT of gold, and 48.41 MT of 
Silver. 1988 production was slightly lower than 1987, when 
gross sales values exceeded $540 million. BCL suffered losses 
from landowner unrest in late 1988 and early 1989. The $1.4 
billion Ok Tedi Mine continued with removal of the gold cap and 
began production of copper in March 1987 at its site in the 
remote western highlands not far from the Indonesian border. 
Production in 1987 included 39,543 MT of copper, 18.17 MT of 


gold, and 10.47 MT of silver for total exports of over $300 
million. 


Other industries in Papua New Guinea are small operations in 
food processing, wood processing, and basic metal industries. 
Manufacturing for the local market includes beer, cement, metal 
building supplies, plywood, furniture, small cast iron 
articles, clothing, tinned meats, and some miscellaneous 
assembly. The only industry producing on a nationwide scale is 
Ramu Sugar, an agricultural operation that has only this year 
recovered sufficiently from a series of problems with labor, 
management, and crop disease to be able to meet domestic demand. 


Tropical agriculture is Papua New Guinea’s main employment 
base. Coffee is by far the biggest agricultural export revenue 
earner, followed by cocoa, palm oil, copra, copra oil, tea and 
rubber. Most of the commodities have reached production 
plateaus, and total agricultural output fell in 1988 as coffee 
prices sank. Copra production has fallen 17 percent in the 
last 3 years, but new plantations in the Milne Bay and West New 
Britain areas should soon produce increases in cocoa and palm 
oil export volumes. 


Timber ranks below gold, copper, and coffee in total exports, 
with 1.4 million cubic meters valued at $117 million exported 
in 1987. Production is hampered by unclear and poorly enforced 
regulations. The industry is currently under investigation for 
malpractices, including export irregularities, tax avoidance, 
and evasion of reforestation requirements. 


Papua New Guinea’s skipjack tuna resource is largely 
unexploited. There is no domestic tuna fishing or processing 
industry. Boats from the United States and other Asian 
countries are licensed to fish in the country’s waters. 
Crayfish and prawn exports, while significant, may have reached 
the maximum sustainable yields. 


Tourism could be an important source of revenue and jobs, but 
high airfares and an ambivalent attitude by government 
currently restrain development in this sector. 
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Consumption: About 80 percent of Papua New Guinea’s population 
ekes out a living from subsistence, family-oriented cultivation 
of yams, sweet potatoes, manioc, bananas, an assortment of 
other vegetables, and pigs. Most of these people are outside 
or only marginally involved in the money economy. Many live in 
isolated villages under primitive conditions. 


With the exception of wood and basic metal products, virtually 
all manufactured or processed products are imported into Papua 
New Guinea, principally from Australia. These include the 3 
main diet staples of vitamin-enriched rice (about 180,000 
metric tons in 1986), tinned fish (valued at $35 million in 
1986), and tinned corned beef ($13.6 million in 1986). 


U.S. farm products are becoming more competitive in Papua New 
Guinea’s markets. U.S. rice has already entered the market, 
and there may be potential for significant sales of fruit 
(apples, oranges), potato products, feed grains, and fruit 
juices. Quarantine requirements are strict and currently 
prevent some U.S. products from entering the market, but, 
restrictions on U.S. beef and turkey should be lifted in 1989. 


Investment: Generally the Government of Papua New Guinea 
welcomes investment, although the redtape can often be arduous 
and frustrating. Papua New Guinea enjoys a relatively stable, 
democratic government modeled on the British parliamentary 
system. English is spoken by the business and official 
community. The legal system is slow but unbiased. Investment 


principal and earnings can be repatriated with minimal 
processing. 


Organized Labor: The employees of most larger Papua New Guinea 
organizations belong to one of several labor unions, the 
largest and most influential being the Public Employees 
Association. A recently reinvigorated Trade Union Congress has 
been vocal in promoting workers’ issues but as yet has little 
influence on national politics or business practices. Unions 
would like to exert more influence on events, but a lack of 
resources, poor management and organization, and the ambivalent 
attitude of the members hinder organizational efforts. 

Isolated strikes and work stoppages are not uncommon, however. 


Major Projects: The following major projects are in progress 
or will soon be undertaken in Papua New Guinea. 


Yonki Dam: $155 million joint Japanese/European Investment 
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Bank/World Bank project to construct an earth-fill dam and 
hydroelectric facilities on the Ramu River. The project 
currently supplies some energy to the area, but projected 
completion has been delayed until November 1990 due to redesign. 


Ramu Transmission Line: $15 million project to provide 225 km 
of 132 kv overhead power lines from Ramu to Mt. Hagen. Asian 
Development Bank financing. Work began in late 1988. 


Divune Mini-hydropower Project: Installation of an $8.4 
million 2 MW run-of-the-river hydroplant and distribution lines 
near Popondetta, Oro Province. ADB funding. Tender opened 
late 1988, construction will begin early 1989. 


Misima Mine: Construction of an open-pit gold mine on Misima 
Island in the Louisiade Archipelago. Estimated development 
cost: $200 million. Work began in January 1988. 


Lihir Mine: Construction of an open-pit gold mine on Lihir 
Island, east of New Ireland. Estimated development cost: $450 
Million. Work may begin in late 1989. 


Porgera Mine: Construction of an underground and open-pit gold 
mine at Porgera, Enga Province. Estimated development cost: 
$650 million. Work likely to begin early 1989. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


The declining American dollar, the relative strengthening of 
other hard currencies, competitive prices, and a new direct 
shipping link have improved the outlook for American exports to 
Papua New Guinea. U.S. food products should have a bright 
future in Papua New Guinea, including rice, feed grains for 
hogs and chickens, apples, oranges, canned fish, and general 
food items. Among manufactured products, mining equipment 
remains the best prospect for sales, but hydroelectric 
generating and communications equipment may also be 
competitive. Crime problems have created a relatively large 
market for passive security devices. Although investments in 
storage facilities can be high, competitively priced petroleum 
products should enjoy good sales prospects. 


A direct shipping link from the U.S. West Coast to Papua New 
Guinea was reinstated in early 1989. Other shipments must be 
transshipped through Japan, Hong Kong, Singapore, Sydney, or 
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one of several small South Pacific ports. Transshipment costs 
are high, and agricultural quarantine requirements effectively 
eliminate some of the Southeast Asian ports as options for farm 
products. 


Although development of the Ok Tedi Mine is nearly completed, 
construction of a gold mine at Misima Island has begun already, 
and development is likely to begin on two huge gold mines at 
Lihir Island and Porgera. Once in operation, these new mines 
will produce an estimated 1.7 million ounces of gold per year. 
The cost of development will exceed $1.3 billion and offer 
significant opportunities for construction contractors and 
mining equipment manufacturers. 


More than twenty groups are presently prospecting for petroleum 
or gas in Papua New Guinea. Recoverable reserves of petroleum 
are now estimated to be above 250 million barrels following 
recent discoveries of oil at Iagifu and Hedinia in Southern 
Highlands Province. Operators have not yet committed to 
production, however. Development, estimated to cost more than 
$600 million, will entail construction of a 700 km pipeline and 
a marine terminal 40 km offshore in the shallow Gulf of Papua. 
Gas reserves estimated at nearly 5 trillion cubic feet have 
also been discovered in the same basin. 


Investment Climate: The PNG Government gives top priority to 
minerals and petroleum exploration and development, but is also 
interested in large-scale agriculture and timber enterprises, 
including processing operations. Other sectors in which 
investment is welcome are boatbuilding, tourism, services, 
fisheries, and manufacturing. On the other hand, there are a 
number of small business operations in which activities by 
foreigners are restricted or banned. These include hunting, 
coastal fishing, small-scale alluvial gold mining, certain 
agriculture activities and livestock raising, retail trading, 
land transport, the manufacture of artifacts and handicrafts, 
and growing, processing, and exporting of coffee and copra. 


Except for a few clearly stated exceptions, foreign investors 
are not discriminated against. Resident companies are taxed at 
the domestic corporate rate of 30 percent (35 percent for 
mining and petroleum companies), nonresidents at 48 percent. 
Resident companies are subject to a dividend withholding tax of 
17 percent on all dividends paid. Royalty payments abroad and 
interest paid to nonresidents are taxed at 48 percent. Many 





-9- 


specific taxation provisions apply to mining and petroleum 
companies. 


Foreign takeover of existing foreign firms is permitted. The 
Bank of Papua New Guinea administers exchange controls. 
Overseas payments, repatriation of profits, and disinvestment 
are normally approved. Amounts exceeding 10,000 kina (K1.00 
equals $1.21) require certification that taxes have been paid. 


Government policy favors joint ventures, and ownership 
percentages are negotiable. By law, the government may 
purchase equity in any mining project. The government is 
especially receptive to large projects with high foreign 
exchange earnings prospects; it also is interested in 
investments that create jobs and contribute to import 
substitution. Despite a policy of encouraging investment, 
concern about the social impact of rapid economic development 
has led to a certain amount of government ambivalence toward 
processing investment applications expeditiously. 


There are varying revenue tariffs charged on all imports except 
basic foods, such as rice and canned meats, which are free of 
duty. One of three basic rates applies in most cases: 8.5 
percent (for most goods), 30 percent (for protection of goods 
produced in Papua New Guinea), and 50 percent (for luxury 
goods). Tariffs on manufactures can be relieved in some cases 
for prospecting and certain development schemes. Some raw 
materials may be imported dutyfree with prior approval. 


Except for tariffs, mostly levied to provide revenue, and a few 
price controls on basic food items and petroleum products, 
quarantine regulations and prohibitions on the import of 
certain drugs and weapons, there are currently no export and 
import trade barriers. Foreign investors are free to access 
world credit markets. Local borrowing by foreign investors has 
been strongly discouraged since 1985, when offshore borrowers 
taking advantage of low domestic rates created a liquidity 
crisis. Banks must meet certain requirements that favor 
lending to nationals in agriculture, fishing, and forestry 
sectors. 


There are several major constraints to development in Papua New 
Guinea. Land disputes are endemic because most land is 
communally held and there is no established system of land 
registration. Negotiations to determine land ownership and 
acceptable compensation are arduous and subject to later 
renegotiation. Infrastructure is poorly developed or 
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nonexistent in many areas. Trained managerial personnel and 
skilled labor are in acute shortage, and labor is generally 
perceived to be expensive and unproductive in comparison to 
nearby competitors in Southeast Asia. Crime is a serious 
problem in many areas. 


Rules and Regulations Regarding Investment: Investors 
interested in agriculture, fisheries, forestry, mineral or 
petroleum projects should contact the appropriate government 
department for information about relevant regulations. The 
initial point of contact for other investors should be the 
Department of Trade and Industry. These departments review 
investment proposals to assure that they are consistent with 
government guidelines. 


All foreign enterprises (26 percent or more foreign ownership), 
except mineral and energy prospecting companies, are regulated 
under the National Investment and Development Act 

and will usually be required to register with the National 
Investment and Development Authority (NIDA). Certain 
activities (see Investment Climate) are reserved for Papua New 
Guinea nationals. Other factors considered in approving 
registrations are contributions to the national skills base, 
export earnings, economic growth, and government revenue. 

NIDA also instructs investors on needed approvals which vary by 
sector and geographic area. However, it will not negotiate for 
investors, a task that can be very frustrating (e.g., in 
obtaining access to customary land). 


Mineral and energy prospecting companies are exempt from the 
NIDA process and deal directly with the Department of Minerals 
and Energy. Insurance and brokerage firms are also exempt, but 
must register with appropriate agencies. 


Foreign enterprises must submit a proposed training and 
localization program to the Department of Labor and Employment. 
The program must indicate the company’s training strategy and 
which expatriate positions are expected to be taken over by 
nationals in the first few years. 


All developers should discuss their proposals with the 
Department of Environment and Conservation, which may require a 
comprehensive environmental plan. Licenses or permits are 
required for the discharge or deposition of environmental 
contaminants and for the use or diversion of water resources. 
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Almost 97 percent of all land is still held collectively by 
traditional landowners. An expatriate cannot purchase or lease 
land directly, but must lease through the national government. 
Because customary land is not registered, this can be a 
time-consuming process. Investors should contact the 
Department of Lands and Physical Planning for more information. 


Minimum wages have been established for both adults and youths 
in urban and rural areas. Weekly rates for adults begin at 
K19.15 in rural areas and range from K51.34 (general laborers) 
to K79.10 (skilled tradesmen) in urban areas. Youth rates 
(ages 16 to 21) are half the adult rate. 


None of these procedures or requirements are insuperably 
difficult. Working through one of several professional 
accounting, business advisory, or legal firms with experience 
in setting up new investments is often the most expeditious way 
to complete procedures. 


Investment Incentives and Performance Requirements: Papua New 
Guinea laws offer investors several accelerated depreciation 
schemes, conditional tax rebates, and limited tax holidays for 
export profits. Specific incentives and performance 
requirements vary somewhat by sector and by negotiated 
agreement with the Papua New Guinea Government. 


Investment Disputes: Papua New Guinea is not a member of the 
International Center for the Settlement of Investment Disputes. 
Investment disputes are settled in the courts according to PNG 
laws based on a common law tradition, or through arbitration 
procedures spelled out in negotiated contract agreements. 


Bilateral Investment eements: A bilateral OPIC agreement 
between U.S.-PNG relating to investment guarantees entered into 
force on April 13, 1978 (29 UST 3190 or TIAS 9004). Because 
the government is deemed to be stable and the court system 
fair, investment insurance is rarely used by investors in PNG. 


Intellectual Property Protection: Papua New Guinea has a 
trademarks act but is not a signatory to any of the 
international agreements on patents or trademarks. 


Labor Characteristics: Willing Papua New Guinean workers can 
be found, but those possessing technical and managerial skills 
are extremely difficult to locate. Most firms must rely on 
expatriates for executive staff. Although seemingly modest by 
U.S. standards, labor costs are generally perceived to be quite 
high due to low productivity, absenteeism, and frequent 
turnover. This is somewhat offset, however, by the government 
policy of subsidizing training of PNG citizens. 
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Projected costs of investing in Papua New Guinea must include 
the expense of maintaining a staff of expatriate executives to 
develop a project. The general practice is to provide housing, 
not only for expatriate staff, but for a large number of the 
firm’s permanent employees. Housing, especially that meeting 
Western standards, is difficult to find and expensive to 

lease. Because personal safety is a major problem in many 
localities, company compounds are usually favored for security 
reasons. Guards, exterior lighting, window bars, strong 
fencing, and alarms are generally necessary. 
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